Exchange Rate I nfluences Japan’s Hor ticultural

Over the past twelve years,
Japan’'s imports of fresh fruit
and vegetablesfromthe United
Stateshaveresponded strongly
to the vaue of the Japanese
yeninreationtothedollar. As
the yen began to appreciate
againg thedollar inthefirg haf
of the 1990s, Jgpan’s imports
of U.S. horticultural products
increased. Japanese
consumers, enjoying increased
purchasing power in dollars,
responded by purchasingmore
from the United States. Then,
gartingin 1995, the yen began
to losevaue againg thedallar.
Thisdepreci ation caused Japan
to shift its consumption away
from the more expensive U.S.
product.

Japan economic growth over
the past decade has been
negligible, while red wages
have increesed as nomind
wages have grown faster than
consumer prices. Thereislittle
reason to expect an income-
driven increase in food
consumption per capita as
consumer sentiment in Japan's
economy remains weak. In
generd, increased disposable
incomes tend to lead
consumers to demand vaue-
added products of higher
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Japan's Fresh Vegetable and Fruit Imports from the U.S.
and the Yen/Dollar Exchange Rate
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quaity. Food expenditures are not expected to increase due to demographic pressures, as Japan's
population growth over the past decade has been stagnant. The combination of these factors means that
priceis akey determinant of Japan’'s horticulturd imports from the United States.

U.S. producer pricesfor vegetablesand fruitsincreased 8 and 15 percent, respectively, from the beginning
of the decade to 1999. This increase in U.S. prices was offset by the strong yen in the mid-1990s.
Japanese consumers actualy noticed a fal in the price of imported U.S. horticulturd products as the
appreciation of the yen outpaced the risein U.S. producer prices. Taking advantage of the lower yen-
denominated prices, Japan’ s imports from the United States grew rapidly in 1994 and 1995.

Then, inthe latter haf of the decade, the yen began to depreciate againgt the dollar. The weakening yen,
combined with relatively stable U.S. producer prices during this period, meant that the yen-denominated
price of imported U.S. horticulture rose. Higher prices caused Japan to decreaseitsleve of importsfrom
the United States. The East Asian financid crisisin 1997/98 only exacerbated this trend. Japan’s red
gross domestic product (GDP) contracted by 2.5 percent in 1998 causing consumption and horticultura
importsto fal.

For some commodities, such as citrus fruits and frozen french fries, higher prices of U.S. imports dlowed
lower-priced competitors to increase their access to Japan’'s import market. The degree to which
competitors have gained access to Japan's import market will lessen the responsiveness of consumersto
future gppreciations of the yen againg the dollar.

Since the financid troubles of 1998, Japan’simports from the United States have rebounded as the yen
became stronger againgt the dollar. Should the yen continueits strength, one can expect Japan to continue
to import more U.S. horticultural products.  This appreciation of the yen, however, is threatened by an

expandonary monetary policy as Japan attempts to revive economic growth. If Japan’s monetary policy
causesthe yen to fdl sharply againg the dollar, Japan’ s imports from the United States will suffer.

Japan’sImportsof U.S. Frozen Potato Fries Face Canadian Competition

Japan’ simports of U.S. frozen potato fries nearly doubled and then leveled off over the past decade; from
103,923 metric tonsin Caendar Year (CY) 1990 to 194,314 tonsin CY 2000. Thisincreased demand
is primarily due to the growing popularity of fast food hamburger chains. McDondd's, Japan’ slargest fast
food chain, currently has 3,400 stores nation-wide and is expanding at a pace of 300-400 new stores
annudly according to FAS attaché reports. Japan’ s sales of “ ready-to-eat” and private brand potato fries
are also increasing, accounting for an estimated 13 percent of total Japanese consumption of frozen potato
fries
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While the United States held
more than 80 percent of the
import market for the past
decade, shipments
from Canada have increased
rgpidly in recent years. Over
the two-year period from 1998
to 2000, Japan’s imports of
Canadian potato fries
increased more than 60
percent from 20,006 tons to
32,080 tons. Thisincreaseis
atributed to fdling Canadian
potato fry prices, from $1.06
per kilogram in 1998 to $0.91
in 2000. Increased
compstition from Canadian
frieshasbid down the prices of

Japan's Imports of U.S. Frozen Potato Fries:
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imported U.S. fries; in 2000, the price of imported U.S. frieswas $0.89. Since Japan’simported potato
fry market iscurrently stable, with annua importsof roughly $270 million, continued price competition from
Canadawill continue to pressure the United States market share.

Gradual U.S. Decline in
Japan’s Citrus Market

Since 1989, Japan’ simports of
U.S. atrus fruits have declined
both absolutely and relatively.
Citrus fruit imports from the
United States totaled $489.3
million in 1989. This vdue
reeched a high of $552.6
millionin 1995 before fdling to
$403.5 million in 2000. The
vdue of imported U.S. citrus
peaked in 1995 due to an
abnormdly srong yen with
respect to the dollar, which
made U.S. products cheaper
for the Japanese. As the
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decade progressed, the yen depreciated againg the dollar causing the price of U.S. citrus to rise and the

volume of U.S. citrus sales to
fdl.

The U.S. market share of
Japan’ scitrusimportsdeclined
to 80 percent in 2000 from a
high of 98 percent in 1989.
Increased imports from South
Africa, Igad, and Chile
account for the United States
relative decline. Japan
mantains a high tariff rate on
oranges during the December
to May period when domestic
mikan oranges are marketed.
This protective tariff limits
imports of U.S. oranges
shipped during that period and
grants an advantage to South
Africanand Augtralian oranges
which enter during the off-
season.  The favorable tariff
trestment, competitive pricing,
and improved quality
contribute to the success of
these compstitors.

The dedine in grapefruit
importsfrom the United States
mimics the genera decline in
freshcitrusimports. Grapefruit
accounts for about hlf of dl
citrus imports from the United
States.  Jgpan congstently
imports approximately
270,000 tons per year. Inthe
early 1990s, the United States
supplied virtudly al of these
imports.  As the decade
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Japan's Imported Citrus Market: Total Citrus Imports
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Japan's Imports of U.S. Grapefruit
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progressed, Japan increasingly looked to South Africaand |sragl for imported grapefruit. Giventhelimited
demand for imported grapefruit, this competition served to increase price competition. 1n 2000, grapefruit
imports from South Africa and Israel were priced a $0.73 and $0.94 per kilogram, respectively, in
comparison to the U.S. price of $0.97.

Increased Role of Imported Chinese Frozen Strawberries

The improved quality of Chinese strawberries and competitive prices are encouraging Japan’s food
processors to shift away from the U.S. product in favor of imports from China. After reeching ahigh in
1994 of 16,644 tons, Japan’ simportsof U.S. frozen strawberriesdeclined to 11,219 tonsin 2000. During
this same period, total imports declined by only 634 tons causing the U.S. market share to fal from 64
percent to 52 percent. Traditionally Japan’ sjam, yogurt, and juice manufacturers have preferred the U.S.
product because of its reputation for high quality. However, due to growing price competition among
Japan’ sfood processors, buyershave shifted to lower-cost products. For the period between January and
August 2000, the averageimport price of Chinesefrozen strawberrieswas $1.04 per kilogram, amost half
that of the U.S. product at $2.07

per kilogram. Japan's Imports of Fresh Strawberries from the United States
Import Quantity and Unit Price in Yen

Importedfreshstrawberriesfrom Thousand Metric Tons g — Price Per Kilogram in Yen

the United States have faired 1.200

better than the frozen product.
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Japanese consumers. Japanese

consumersdemanded more U.S.- produced strawberrieswhen theyen appreciated, thuslowering theyen-
denominated price. When the yen depreciated, imports of U.S. strawberries became more expensive
causing Japanese consumers to shift their consumption away from the U.S. product.

United States Maintains L ock on Japan’s Shelled Almond Import Market
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Since 1989, the United States
has supplied virtudly dl of
Japan’s shelled amond
imports. In 2000, the
U.S. market share stood at 97 60

Japan's Imports of U.S. Shelled Almonds:

Percent Growth of Volume and Unit Price in Yen Since 1989-91 1/
Percent Growth
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and less when prices were

high. However in 1996, this relationship changed as the unit price of U.S. shelled dmonds increased
subgtantidly.  The demand response associated with the price increase is weaker than expected due to
consumers insengitivity to priceincreases. In 1996, the yen-denominated unit price increased 70 percent
over the previous year due to a 50-percent drop U.S. production the year before; however, demand fell
by only 22 percent.

The increased unit price in yen of U.S. shelled amonds had two results: (1) Japan reduced itstota volume
of dmond importsfrom the world and (2) other suppliers, such as Audtrdiaand Spain, entered the market
as low-priced competitors. Japan’ stotal volume of shelled dmond importsfel from 22,569 tonsin 1995
to 17,970 thefollowing year. Thisreduced level of imports continued through the end of the decade. The
Japanese a o shifted amond imports from the United States to Australia and Spain, causing the United
Statesto lose market share dightly.

(Prepared by Mathew Gerard with support from Robert Knapp.)
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